This paper examines the factors that explain and help forecast inflation in Pakistan. A simple inflation model is specified that includes standard monetary variables (money supply, credit to the private sector), an activity variable, the interest and the exchange rates, as well as the wheat support price as a supply-side factor. The model is estimated for the period January 1998 to June 2005 on a monthly basis. The results indicate that monetary factors have played a dominant role in recent inflation, affecting inflation with a lag of about one year. Private sector credit growth and broad money growth are also good leading indicators of inflation which can be used to forecast future inflation developments.
Money, Inflation, and Growth in Pakistan
ABDUL QAYYUM This paper attempts to investigate the linkage between the excess money supply growth and inflation in Pakistan and to test the validity of the monetarist stance that inflation is a monetary phenomenon. The results from the correlation analysis indicate that there is a positive association between money growth and inflation. The money supply growth at first-round affects real GDP growth and at the second round it affects inflation in Pakistan. The important finding from the analysis is that the excess money supply growth has been an important contributor to the rise in inflation in Pakistan during the study period, thus supporting the monetarist proposition that inflation in Pakistan is a monetary phenomenon. This may be due to the loose monetary policy adopted by the State Bank of Pakistan to show the high priority of the growth objective. The important policy implication is that inflation in Pakistan can be cured by a sufficiently tight monetary policy. The formulation of monetary policy must consider development in the real and financial sector and treat these sectors as constraints on the policy.
Is Inflation in Pakistan a Monetary Phenomenon?
M. ALI KEMAL The paper finds that an increase in money supply over the long-run results in a higher rate of inflation and thus provides support for the quantity theory of money. It establishes that inflation is essentially a monetary phenomenon. However, the money supply does not instantly influence the price levels; the impact of money supply on inflation has a considerable lag of about 9 months. While the study shows that the money supply works through the system in less than a year, it also points out that the system takes rather long to converge to equilibrium if shocks appear in any of the three variables, viz., GDP, money supply, and prices. This paper provides an explanation of the relation between agricultural growth and poverty reduction for open economies with full employment. The analysis also shows that the poverty-reducing impact of agricultural growth in an open economy is far greater if there is unemployed labour or if the supply of labour is highly elasticconditions often thought to prevail even in open economies. The model draws attention to the critical role of the rural non-tradable sector in poverty reduction. While ample data are available to show that sector to have a large share of employment, even relative to agriculture itself, data for other variables for the sector such as the share of GDP, labour intensity, price, and income elasticities of demand are not available. Thus, an important contribution of the paper is to establish the need for such data if the processes of poverty reduction are to be understood.
Why Does Agricultural Growth

Poverty and Hunger in India: What is Needed to Eliminate Them
ARVIND VIRMANI
There is a widespread impression among the Indian intelligentsia, foreign scholars, and residents of developed/rich countries that India's economic growth has not reduced poverty, that globalisation has worsened poverty and/or income distribution, and that there are hundreds of millions of hungry people in India. These arguments are buttressed by recourse to India's ranking on several social indicators. Esoteric debates about the comparability of survey data and gaps between NSS and NAS add to the confusion and allow ideologues to believe and assert whatever information suits the argument. What are the basic facts about poverty, income distributions, and hunger at an aggregate level? This paper reviews the available data and debates on this subject and comes to a commonsense view. It then tries to link some of the outcomes to the policy framework and programmes of the government. The paper finds that India's poverty ratio of around 22 percent in 1999-2000 is in line with that observed in countries at similar levels of per capita income. The ratio is relatively high because India is a relatively poor/ low-income country, i.e., with low average income. 90 percent of the countries in the world have a higher per capita (average) income than India. The number of the poor is very high because India's population is very large, the second-highest in the world. India's income distribution as measured by the Gini co-efficient is better than three-fourths of the countries of the world. The consumption share of the poorest 10 percent of the population is the sixth best in the world.
Where India has failed as a nation is in improving its basic social indicators like literacy and mortality rates. Much of the failure is a legacy of the three decades of Indian socialism (till 1979-80) . The rate of improvement of most indicators has accelerated during the market period (starting in 1980-81) . The gap between its level and that of global benchmarks is still wide and its global ranking on most of these social parameters remains very poor. This is the result of government failure. The improvement in social indicators has not kept pace with economic growth and poverty decline, and this has led to increasing interstate disparities in growth and poverty.
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